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Unless otherwise specified, 


annual rate, US $ millions US $1 = .50 Zaires 
KEY ECONOMIC INDICATORS, ZAIRE 1969-71 
% Change % Change 
ITEM 1969 1970 1971 1969 -70 1970 -71 
Gross Domestic Product 
(in current prices) 1796 2051 2140(e) 14 4 
(in constant 1968 prices) 1580 1741 1822 10 5 
Balance of Payments 
Surplus(+) Deficit (-) + 55 - 4 - 54 - 1250 
Gold & Foreign Exchange 
Reserves (end of year) 226 221 167 - 2 - 24 
Central Government Budget 
Receipts (domestic only) 539 631 578 17 - 8 
Expenditures 530 654 695 23 6 
Surplus(+) Deficit (-) r 9 - 23 - 117 ~ + 409 
Public Debt Outstanding 
Domestic (end of year) 193 217 284 12 31 
Foreign (end of year) 282 295. 235(e) 5 = 20 
Mone S ly (end of year) 304 370 377 oo t 
Forelin Keats 
Exports 685 798 669 17 <= 16 
Imports, CIF 474 626 693 32 zz 
Trade Balance + 211 272 - 24 <18 ~ 
Foreign Debt Service 
(percent of exports) 4 4 5 ~ 25 
Production 
Copper (value-$ Million) 533 543 430 é = 21 
Copper (000 m tons) 364 387 T07 6 5 
Cobalt (000 m tons) 10.6 14.C 13.4 32 ~ q 
zinc, electrolytic (000 m tons) 04 64 63 ~ ~ 2 
Cassiterite (000 m tons) 6.6 6.5 6.1 =o ~ 6 
Manganese (000 m tons) 311 347 309 le ~ 5 
Gold (100 kg) 55.8 B6.2 53.5 . ee 
Diamonds (million Karats) 14.1 14.1 ie .7 ~ = 10 
Palm Oil, all types 
(000 m tons) 246 253 24a Ce) ~3. = 5 
Coffee (Robusta,000 m tons) uo 59 65(e) ti es 
Rubber (000 m tons 3 1(e; - 2g 
Cotton fiber m tons 1 17 15(e = | — 
Indexes 


Manufacturing Production 


1968 = 100 112 134 V1 rg 5 wi 
Consumer Goods 
(1968 = 100) 111 133 142 20 z 

uipment an aterials 


(1968 = 100) 114 136 139 19 2 





KEY ECONOMIC INDICATORS, Z 


, ZAIRE 1969-71 (Continued) 


% Change % Change 





ITEM 1969 1970 1971 1969 -70 1970 -71 
Kinshasa Market Prices Dec Dec ec 

(Dec 1968 = 100) 113 115 119 2 3 
Kinshasa Store Prices Dec Dec Dec 

(Dec 1968 = 100) 107 122 133 4 20 
Kinshasa Minimum Wage ec ec ec 

(Dec 1968 = 100) 110 132 175 20 33 
Electric Power Output 

(million KWH) 2912 3230 3500 11 8 


(e) unofficially estimated 








SUMMARY 


Business activity during the last six months has remained 
fairly sluggish as a reault of continuing tight credit 
policies and restraints on government spending aimed at 
restoring equilibrium following the preak in copper markets. 
For the entire 1971, economic growth, as measured by the 

Gross Domestic Product, was restricted to less than 5 per- 
cent as compared with 10 percent in 1970 and 9 percent in 
1969. Evidence from various sources suggests that 1972 will 
turn in somewhat the same performance as 1971. However, there 
are good reasons to believe that 1973 will see a business 
turnaround and a moderate upsurge as substantial new copper 
output comes on stream and new industrial units begin operations. 


Although domestic government debt rose considerably last year, 
the total money stock has not increased in proportion, because 
of a drop in foreign exchange reserves. Thus, inflationary 
pressures over the last half year were not as strong as they 
might have been. A 10 percent wage increase was granted in 
October of 1971 but no new general wage increases have been 
scheduled for 1972. This will help the price picture in 1972 
although some price increases are seen as inevitable. Tight 
control over the budget is being exercised, even as authorities 
are rediverting resources to top priority sectors, such as 
transport and agriculture. The budget and the balance of pay- 
ments will stay under pressure and there may well be deficits 
on both accounts in the current year. The trade picture should 
improve in 1972, however, as a slowdown in imports and an in- 
crease in exports are held likely. Foreign private investor 
interest remains strong and larger foreign public aid for de- 
velopment purposes is anticipated this year from international 
organizations as well as foreign governments. A series of 
sizeable foreign private investments underway will begin making 
an impact next year in terms of diversifying and expanding the 
Zaire's industrial output. Authorities are stepping up efforts 
to conclude the first stage of the Inga power station this 

year to provide power for Kinshasa, the near-by Maluku steel 
plant, and possibly through a long-distance ,high-voltage trans- 
mission line, to the copper industry in Shaba (formerly Katanga). 


CURRENT ECONOMIC SITUATION AND TRENDS 


As of the end of the first quarter 1972, the economy was still 
undergoing a period of adjustment which began back in the second 
half of 1970. The gradual but substantial slowdown in economic 


expansion which took place in 1971 appears to be ended with no 
further deterioration anticipated. The economy is moving for- 
ward with some difficulty, struggling against the tide of 
budgetary and monetary stringency as well as the imposition of 
some import controls. Prices are going up but not at an alarm- 
ing rate. All the while progress is being made in establishing 
new industrial units (Inga hydro-power, Maluku steel complex, 
cement, textiles, SODIMIZA copper) laying the groundwork for a 
fresh breath of life into business activity next year. Looking 
a little further ahead, officials are attempting to coordinate 
their efforts to curb operating government expenditures so as 
to bring them into line with projected requirements for public 
savings needed for carrying to fruition important development 
plans. 


AGRICULTURE, INDUSTRY SLOW DOWN -- UPTURN SEEN IN 1973 


Export agriculture on the whole posted little, if any, change 
in 1971 after a whopping increase in 1970, as prices of agri<- 
cultural commodities the Zaire sells abroad dropped consider- 
ably in world markets. Exports of rubber, coffee, tea and 
lumber rose while exports of palm and palm kernel oil as well 
as cotton were lower in volume than in 1970. Subsistence 
agriculture continued to mark time and large imports of rice, 
potatoes, corn, fish and meats were required to supply bur- 
geoning urban centers. Total value of agricultural exports 
may have reached 63 million Zaires ($126 million dollars) in 
1971, about the level of 1970, when agricultural commodity 
prices, especially for coffee and palm oil -— the Zaire's two 
chief agricultural exports --— were extremely favorable. Ex- 
port agriculture appears to have reached limits of growth and 
new ventures appear needed to enlarge capacity and production. 


Industrial activity similarly slowed down after a torrid pace 
set in 1969 and 1970. The index of manufacturing activity 
moved up 5 percent in 1971 as compared with 19 percent in 1970 
and 12 percent in 1969. Mining moved up 4 percent as against 
an average of 9 percent in 1969 and 1970. Copper output rose 
to nearly 407,000 tons, but there were drops in such other 
minerals as cobalt, zinc, manganese, diamonds and cassiterite. 
Value of copper produced fell 21 percent, reflecting a 25 per- 
cent drop in the average annual LME price. This of course, 
had an unfavorable impact both on the trade as well as the 
budget picture during 1971. 








Faced with fairly sluggish domestic demand associated with 
budgetary and credit restraints and with slack in European 
markets for most of its minerals and agricultural products, 
the economy can only be expected to move forward at a mo- 
derate rate in 1972. An upturn is due in 1973, however, 
associated with increased copper production, in the neigh- 
borhood of some 50,000 tons from SODIMIZA alone, with the 
establishment of new industries such as the Maluku steel 
plant, expansion of cement factories, and the projected im- 
provement in government finance permitting increased levels 
of investment. 


ee 


TRADE BALANCE TO IMPROVE IN 1972 


After rising 15% to $685 million in 1969 and 17% to $798 
million in 1970, Zairian exports receded 16% to $669 million 
in 1971. The entire decline is attributable to the 25 per- 
cent drop in average copper prices during the year from 
70.14 BF/KG in 1970 to 52.86 BF/KG in 1971. Exports of 
other minerals, chiefly diamonds and cobalt, were also some- 
what lower than in 1970 while exports of agricultural com- 
modities barely attained, if at all, 1970 levels. Robusta 
coffee was the star performer in this area last year, with 
exports reaching an estimated 62,000 tons, up from 56,000 | 
tons in 1970. The other chief export crop, palm and palm 
kernel oil, showed a decline both in volume and in value 
last year. 


Imports, on the other hand, kept on rising through 1971 when 
they posted an 11% increase to $693 million (on a CIF basis) 
exceeding exports by $24 million. The increase followed a 
29% rise to $474 millinn in 1969 and a 32% jump to $626 mil- 
lion in 1970. Among the fastest growing imports since 1969 
have been foodstuffs (from $42 million to $75 million); con- 
sumer durables (from $26 million to $42 million); all types 
of intermediate and semi-finished products for industrial 
use =-- construction materials, chemicals, minerals and metals, 
feeds and foodstuffs, etc. -- (from $79 million to $126 mil- 
lion); and trucks and other heavy transport equipment (from 
$44 million to $82 million). 


As it became apparent that import flow was excessive and 
unsustainable over the long-run, steps were taken to moderate 
their flow to a pace more consistent with reduced export 
earnings. Accordingly, a series of measures was announced 
earlier this year which included higher import duties for 





luxury goods (liquor, cigarettes, expensive durables, etc.); 

a temporary 5% import surcharge on about 60% of imports; and 

a ruling that most imports, other than those having a broad 
social value (medicines, certain farm commodities, etc.) 

could not be allowed unless they were invoiced 3% lower than the 
lowest price charged in 1971. This latter measure caused a 

great deal of questioning and further clarification may be forth- 
coming. 


These measures, in concert with an otherwise slackening demand, 
are bound to restrict import growth and may even reduce the total 
import bill in 1972. At the same time, exports ought to pick up 
on the strength of additional copper output and somewhat better 
prices. Thus, it is reasonable to expect some improvement in 
the trade balance in 1972 and a swing back to a small surplus 
position. On the overall payments account, however, another 
deficit is probable (1971 closed with a $54 million deficit), 
inasmuch as payments for services, transfers, etc. tradition- 
ally exceed receipts by big amounts in the Zaire. Some govern- 
ment borrowing abroad is also anticipated in this respect. Re- 
payments of foreign debt -- now claiming less than 5 percent of 
export earnings. -- reveal there is room for additional foreign 
credits, yet there is official concern that short and medium- 
term credits may be getting burdensome. 


BUDGET PROBLEMS CONTINUE IN 1972 --— SOME RELIEF SEEN NEXT YEAR 


The fall in copper prices brought about a severe reduction in 
budget receipts last year, which was only partially offset by 
improved collections and higher revenues from other sources. 
Total domestic tax and non-tax revenue fell 8 percent and $53 
million to $578 million in 1971, after climbing very steeply 
in 1969 and again in 1970 to a total of $631 million. It is 
noteworthy that, while export taxes paid by GECAMINES -- the 
national copper producer -- primarily on copper, totalled $164 
million in 1969 and $204 million in 1970, they amounted to no 
more than $122 million in 1971. 


On the other hand, government expenditures rose 6 percent and 

$41 million to a record-high $695 million, despite strenuous 
efforts to hold down operational spending. The extent of these 
efforts, which were substantial, may be judged by the fact that 
the percentage rise in public spending in 1971 was only one- 
fourth of the 23 percent increase the year before. In the 
current year, little, if any, increase in expenditures is anti- 
cipated while receipts from domestic sources should bring a total 
of about $630 million. An important part of the projected $52 








million increase from last year, or about $20 million, will accrue 
from the recently imposed higher import duties. Therefore, last 
year's sizeable $117 million deficit should show substantial im- 
provement in 1972. Furthermore, in 1973 even greater improvement 
should reasonably be expected on the basis of higher duties from 
substantially larger copper exports and a projected step-up in 
economic activity. Officials view such improvement as indispens- 
able for the realization of broader economic development plans. 
Key investment projects in the next few years depend to a great 
extent on sufficient budgetary savings. Foreign credits are re- 
garded as a supplement, not a substitute, in the government invest- 
ment effort. 


CREDIT REMAINS TIGHT -- PRICES CREEP UPWARD 


The monetary picture in the Zaire is conditioned to a very large 
extent by the state of government finances and by adherence to 
precepts of non-inflationary growth, During 1971 and in the 
current year of budgetary strains and inflationary propensities, 
credit extension. to the private sector is being carefully limited, 
so as not to over-expand liquidity. In this setting, the central 
Bank has established new credit regulations aimed at controlling 
commercial bank credit to enterprises for operating purposes but 
permitting, to the extent feasible, business loans for investment. 
Total credit outstanding to individuals and businesses reached 
$121 million in December 1971, up 40% from December 1970. It 

had grown 54% in the December 1969 - December 1970 period. Des- 
pite this relatively large percentage increase, credit policies 
may be characterized as "tight", when demand for credit is com- 
pared with availability. 


Over the same period, government debt rose 31% and $62 million 
in 1971 -- following a 13% and a $24 million increase in 1970 -— 
reflecting increased budgetary financing requirements. There 
was, on the other hand, a decline in foreign exchange reserves 
and a big increase in time deposits (from $41 million to $71 
million), so that the effect on the money supply was minimal. 
Money stock rose only $5 million in the entire year to $377 
million. 


Retail price trends in 1971 were strongly upward in the first 
half of the year, followed by tendencies of levelling off 
through the third quarter. More recently, there has again 
been some acceleration. According to the IRES index, prices 
in Kinshasa's African markets in December were 3 percent above 





the same month a year before. According to the INS index, 
they were up 11 percent. But in Kinshasa stores, prices 
(IRES) were an average 20 percent above the like period 

in 1970. Wholesale prices in the same interval were 12 
percent higher. Trends through February this year indicate 
that inflation will remain a problem area in 1972. 


PRIVATE CAPITAL INFLOW UP -- PUBLIC AID ON THE RISE IN 1972 


Foreign private capital increased substantially in 1971, 

as a result, primarily, of heavier borrowing by the govern- 
ment abroad. There was also some small increase in direct 
investment. On a net basis, that is, after deduction of debt 
repayment and interest, there was a swing in total resources 
from foreign private sources from a -$16 million in 1970 to 
an estimated near +$80 million. Direct investment went up 
from $5.2 million in 1969 to $24.4 million in 1970 and there 
was probably a small increase in 1971. At the same time 
foreign government and multilateral institution aid about 
held its own in 1971 with some $55 million, on a net basis. 
But in this area, there is likely to be sizeable increase 

in 1972, as international institutions, particularly the 
World Bank and the EEC, step-up their aid operations. Chief 
concern of these institutions is the rehabilitation of the 
transportation network. In addition, there will be increased 
US aid, mainly by way of drawing down existing credits and 
the Belgian government has recently announced a new aid 
program, in addition to the one underway, valued at some 

$20 million according to local press reports. 


PROSPECTS BRIGHT IN 1970s -- COPPER TO PROVIDE PUSH 


Long-term outlook for the Zairian economy appears bright, 
given the country's rich endowment in natural resources 

and consistent policies of attracting foreign investment. 
Particularly bright is the outlook for the Zaire's copper 
industry, which will provide the major propelling force 

to national development. Conservative expansion plans 

place total copper output at 800,000 tons by 1979, valued 

at over $800 million in today's prices. Needless to say, 
the nearly $400 million per year increase in foreign exchange 
earnings will presumably be available to finance many impor- 
tant development projects. It is possible that by 1975, the 
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Zaire will be producing 700,000 tons, if present plans 
materialize without hindrance. In addition, the country's 
other and varied mineral wealth, plus the possibilities of 
commercially exploitable petroleum reserves, aluminum 
plants, and agricultural resources suggest that there is 
good potential for rapid economic growth and increase in 
living standards in the 1970s. 


IMPLICATIONS FOR THE UNITED STATES 


Although the Zairian economy is sluggish, the prospects for 
U.S. business are by no means bleak. Whereas imports are 
dropping, there is a strong trend to break away from the 
traditional European suppliers, and the Zaire is looking 
more and more to the United States. We are helped also by 
the change in exchange rates, which now gives us an 11.6 
percent advantage in prices over Belgium, up to now the 
largest supplier. Therefore, even though total imports will 
probably be less than in 1971, our 14-percent share of the 
market should be maintained and could even be increased. 


Although no definite program has yet been announced, the 
Government of the Zaire is determined to end the chronic food 
shortages, particularly in Kinshasa, During the co ling years 
there should be good opportunities for U.S. invest) Oo join 
forces with Zairians in agricultural projects and for U.S. 
manufacturers to sell agricultural supplies and equipment as 
well as, later, some food=-processing equipment. The contin- 
ued growth in the mining sector will mean that the market 

for U.S. machinery and equipment should expand. The policy 
of the Government of Zaire to require landowners to build 

on their property or lose it offers good opportunities for 
construction machinery and materials. Already underway, of 
course, is a very rapid expansion of the transport system 

and sales opportunities should remain very favorable. The 
push for industrialization, particularly in import-substi- 
tution fields, will also offer opportunities as new factories 
are built and machinery needs become known. 


In all of thesdfields, U.S. businessmen should keep in mind 
the determination of the Zairians to eliminate European 
middle=-men. U.S. exporters should therefore insist that their 
dealers in the Zaire be invoiced directly, without passing 
through a middleman. They should also examine carefully their 
representation in the Zaire 
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and consider the possibility of dealing through a Zairian firm 
-- admittedly a difficult change to make since there are so 
few yet -- or of establishing a direct representation. If 
neither of these methods is feasible, the company should at 
least try to cover the Zaire by frequent visits of a qualified 
regional representative who can maintain the all-important 
contacts. 


A second important factor in helping U.S. firms increase their 
share of the Zairian market is after-sales support. Our repu- 
tation in service and parts availability has not always been 
the best, and our ability to perform after-sales service will 
be looked at closely by customers contemplating a change from 
a European to a U.S. source. 
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